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Relationships between different financial markets are fundamental issues of the 
modern financial research. In general, researchers in this field mainly focused on the 
relationships between returns or volatilities while the relationship between liquidity 
proxies of different financial markets are not paid much attention to. In this thesis, I 
endeavored to find out the relationship between the liquidity proxies of the bond and 
stock markets in China, and offer some suggestions. 
In order to test the relationship of liquidity proxies, this thesis adopted the 
following procedures. Adopted a VAR(or VEC) model with dummy variables which 
allows for structural breaks to study the lead-lag relationship between the two liquidity 
proxies and then constructed a DCC-MVGARCH model to study the dynamic 
correlation between the two serials. Finally, I analyzed possible reasons for the spill 
over effect of the liquidity proxies from the Shanghai bond market to the Shanghai 
stock market both theoretically and empirically and point out that the spill over effect 
from the exchange bond market to the stock market are resulted from the information 
spill over effect from the inter bank bond market to the exchange bond market. 
The empirical result suggested that, with the development of the securities 
markets, the liquidity of the Shanghai stock market has soared dramatically since 2005 
while the liquidity of the Shanghai bond market has dropped because of the rise of the 
inter band bond market. Structural breaks occurred in Shanghai bond market and 
Shanghai stock market in Jan 2006 and Jun 2006, respectively. There exists a negative 
correlation between the liquidity proxies of the Shanghai bond and stock market. The 
rise of the liquidity of one market will cause the drop of the other. Further more, the 
impulse respond function indicates that when the markets encounters a shock, the 
change of the liquidity in the bond market will lead the change in the stock market and 
the VECM suggested that the one-period lagged change in the bond market liquidity 
will result to the change in the current liquidities both of the bond and stock markets 
while the one-period lagged change in the stock market liquidity will not. The 
liquidities in both markets are not only influenced by their own lagged changes but 
also by the lagged changes of the other and as the time goes by, the impacts are 
explosive. The empirical result of the DDC-MVGARCH model tells us that the 
dynamic conditional correlation between the two markets liquidities is not significant, 















very strong influence power in the liquidity proxies with its extremely low trading 
volume. With further study, I found that the Shanghai bond market absorbed the 
information from the inter band bond market so that it can influence the liquidity of the 
Shanghai stock market. At the last part of the thesis, I offered some suggestions. 
The innovations of this thesis are as follows. First, I examined the structural 
breaks of the liquidity proxies and introduced them into the basic VECM model by 
adding dummy variables. Second, I made a deep study in the relationship between the 
liquidity proxies of the Shanghai bond and stock markets and adopted 
DCC-MVGARCH model to study the dynamic correlation between the liquidity 
proxies. 
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